The main aim is to analyse the impact of policy changes (but also exogenous economic change or household characteristics) on the distribution of target variables, rather than on the mean, as happens using regression techniques on individual cases, as happens using OECD-style standard family type calculations Tax-benefit models I Microsimulation models generally are based on sample surveys, which provide detailed information about individual and family characteristics, labor force status, housing status, earnings.
It is also common to analyze tax-benefit effects using a range of representative households (e.g. OECD Model family calculations) Atkinson and Sutherland (1983) found that some 4% of actual families were covered by the hypothetical family model used by the Department of Health and Social Security Cross country and over time representativeness This concern is even more relevant for some of the theoretical simulation models used to investigate the effects of government policy in a complex intertemporal setting. Where does microsimulation come from?
Microdata versus family type calculations
Microsimulation and Microeconomics: a long marriage (Aaberge and Colombino, 2014) Orcutt proposed a microanalytic model for the whole economic system, including behavioural responses, as an alternative to the large macro-econometric models. However, Orcutt -a background in engineering and physics -had little confidence in microeconomic theory. As a consequence, the behavioural relationships illustrated for example in Orcutt et al. (1961) are reduced form specifications. Those specifications were considered reasonable approximation even in view of policy simulations (despite Marschak 1953).
Microsimulation and Microeconomics Divorce
During the 70s, 80s and 90s, large microsimulation models acquire popularity, also at the policy making level.
The microsimulation community in this period focusses on the quality of data and the accounting reliability of the predictions. Behavioural responses are left outside. Arithmetic (static or non-behavioural) models are more palatable to policy makers.
Microsimulation and Microeconomics Meanwhile…
The lesson by Marshack 1953 and Hurvicz 1961-revived by Lucas 1976 -i.e. you need structural models to make policy simulation, gets eventually fully learnt. At the policy level, there is an increasing interest (fighting poverty, tax reforms, welfare reforms etc.) in issues that involve structural changes in the opportunity sets. Heckman, Hausman and many others (late 70s -early 80s) develop appropriate models to account for the complexities in the opportunity set.
Applied microeconomists start using microsimulation techniques to compute responses to policies Discrete choice and random utility models offer a new and more flexible tool to model and simulate choices subject to complicated constraints.
Microsimulation and Microeconomics
Re-marriage
The new millennium marks the re-encounter of microsimulation and microecono-(mics)(metrics) 
Structural models are necessary for ex-ante policy evaluation.
We need an economic model that allows separation of preferences (assumed to be invariant with respect to policy changes, i.e. structural parameters) and policy parameters. 
Behavioral models and optimal policies
Labour supply is central not only in the design and evaluation of specific tax-benefit reforms, but also in the identification of optimal tax-benefit systems.
Labour supply model are now used to implement a computational approach to the optimal taxation problem (Blundell and Shepard, 2012; Aaberge and Colombino, 2013) allowing the empirical identification of the optimal income tax rules according to various social welfare criteria and guaranteeing revenue neutrality.
Interpreting microsimulation results
Non-behavioural models Policies that are intended to move outcomes towards the employment target and/or the poverty and social inclusion target.
Policies that are intended to meet other targets with possible negative (or positive) effects on the social target outcomes.
Identifying situations where compensating social policies are needed to protect the vulnerable Model transparency + best practice meta-data, documentation etc.
Methodological literacy
The importance of technical details in driving the results
Relevance for microsimulation and policy making
Results need to be comparable (or reconcilable) Relevance for microsimulation and policy making
Multi-country tax-benefit MSM for the EU countries: unique in its covering 28 countries It was built because of difficulties in making national model calculations comparable National models exist in many of the countries covered: mutual exchange and learning A tool for comparative multi-country research and policy analysis: consistent results
EUROMOD EUROMOD
Typical features but unique for its multi-country dimension:
designed for comparative analysis of the effects of policies on household income harmonised data and simulations achieved through maximising user choice and model flexibility tax-benefit modelling language: universal library of policies Consistent results across countries allow:
Comparative analysis EU-level outputs Implications of common changes or changes with common objectives Policy learning across countries (policy swapping)
Stress testing the welfare system
To what extent tax-benefit systems supported those who became unemployed at the onset of the Great Recession ?
Source: Fernandez et al. (2014) 
Outlook for the future

Approach
From black box to glass box: ".... microsimulation modelling still has not achieved the kind of scientific status it deserves. One reason is that many potential users are concerned about the 'black box' nature of microsimulation models. An important step, therefore, is for microsimulation modelling to become a 'glass box' activity, including for example public availability of the model and open source code" (Wolfson, 2009) Collaborative approach: "In the end, cooperation within the microsimulation community and particularly between academic researchers and policy makers will contribute to the integration of microsimulation for policy analysis into the mainstream of economic policy-making" (Atkinson, 2009).
Outlook for the future
